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MPC hikes policy repo rate by 50bp – higher than our/market expectations 
We revise our terminal repo rate assumption to 5.75-6.0%    
 

 The RBI, on 5
th

 Aug’22, hiked the policy repo rate by 50bp to 5.4%. 

Consequently, the Standing Deposit Facility (SDF) now stands at 5.15% and the 

MSF/bank rate stands at 5.65%. The hike was both above market expectation of 

35bp (to 5.25%) and our assumption of 25bp (to 5.15%).   

 This is the third repo rate action by the RBI in FY23 to date. Cumulatively, the 

RBI has hiked repo rate by 140bp (excluding the 40bp hike on SDF in Apr’22) in 

two scheduled and one out-of-turn policy meetings since May’22. The MPC reiterated its continued focus on “withdrawal 

of accommodation” to contain inflation while supporting growth. The decision on rate hike was unanimous, while Dr 

Jayanth Varma expressed reservations on the stance. 

 However, the RBI kept its inflation/growth forecasts unchanged at 6.7%/7.2% YoY, respectively, for FY23. CPI inflation/ 

real GDP growth assumptions for 1QFY24E stood at 5.0%/6.7%, respectively.   

 Overall, a combination of aggressive rate hikes and unchanged growth forecasts seems very confusing. The RBI has 

increased repo rate by 140bp since May’22 and together with the operative rate (i.e. SDF), total hike has been to the 

tune of 180bp since Apr’22. However, FY23 real GDP growth forecast has remained unchanged at 7.2% YoY since Apr’22 

(was at 7.8% in Feb’22). It is surprising as to “How can the rate hikes help contain inflation without hurting growth?” 

 Moreover, the RBI’s monetary policy statement, unlike our expectations, did not sound dovish at all. There was neither a 

change in stance nor a relief in the RBI Governor’s statement repudiating a possible pause in rate hikes. It is, therefore, 

likely that the terminal rate in this hike cycle might be 5.75-6.0%, higher than our earlier expectation of 5.5%.  

 
I. The repo rate hike of 50bp was higher than our/market expectations 
 Policy repo rate raised to 5.4%...: The RBI, on 5th Aug’22, hiked the repo rate by 

50bp to 5.4%. Consequently, the SDF now stands at 5.15% and the MSF/bank rate 

stands at 5.65%. The hike was both higher than market expectation of 5.25% and 

our assumption of 5.15%. This is the third rate action by the RBI in FY23 to date. 

Cumulatively, the RBI has hiked repo rate by 140bp (excluding the 40bp hike on 

the SDF in Apr’22) in two scheduled and one out-of-turn policy meetings. The 

MPC reiterated its continued focus on “withdrawal of accommodation” to contain 

inflation while supporting growth. The decision on rate hike was unanimous, while 

Dr Jayanth Varma expressed reservations on the stance. 

  
Exhibit 1: The RBI raised repo rate to 5.4% in its Aug’22 

policy meeting 

 

*Fixed Rate Reverse Repo (FRRR) was replaced by Standing Deposit 

Facility (SDF) on 8
th

 Apr’22 

Exhibit 2: Liquidity surplus reduced to less than a trillion on 

25
th

 Jul’22; now it has risen again to ~INR2t as of 4
th

 Aug’22 

 

Updated as of 4
th

 Aug’22                                          Source: RBI, MOFSL 
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II. The RBI retained its FY23 inflation and real GDP growth projections  
 CPI inflation forecast retained at 6.7% YoY…: The RBI Governor mentioned that 

spillovers from geopolitical shocks continue imparting considerable uncertainty 

to the inflation trajectory and although global commodity prices have eased, 

they remain elevated. Other variables such as low Kharif sowing, appreciation of 

USD, and transmission of enterprise cost pressures to output prices impart 

upward pressure on inflation trajectory. These factors along with assumptions of 

a normal monsoon this year and average crude oil price of USD105/barrel kept 

RBI’s inflation forecast unchanged at 6.7% YoY in FY23 (2Q: 7.1%; 3Q: 6.4%; and 

4Q: 5.8%). Moreover, the RBI expects 5% YoY CPI inflation in 1QFY24.     

 …and real GDP growth projection too unchanged at 7.2% YoY for FY23: The RBI 

believes that the resilience of India’s economic activity in the face of adversities 

gives it space to keep hiking policy rates. Factors such as better agricultural 

prospects, 75% (higher than long-term average of 73.7%) capacity utilization as 

of 4QFY22, expected higher investment activity and better consumer sentiment 

work as tailwinds for growth. On the contrary, elevated risks emanating from 

protracted geopolitical tensions, the upsurge in global financial market volatility 

and tightening global financial conditions continue to weigh heavily on the 

outlook. Therefore, the MPC decided to retain its real GDP growth forecast of 

7.2% (in-line with market consensus of 7.5% YoY and higher than our estimate 

of ~6.5% YoY) for FY23. Real GDP growth for 1QFY24 is projected at 6.7%. 
 

III. Our view  
 Unchanged macroeconomic assumptions still perplexing: A combination of 

aggressive rate hikes and unchanged growth forecasts is confusing. The RBI has 

increased repo rate by 140bp since May’22 and together with the operative (i.e. 

SDF) rate, total hike has been to the tune of 180bp since Apr’22. However, FY23 

real GDP growth forecast has remained unchanged at 7.2% YoY since Apr’22 

(was at 7.8% in Feb’22). It is surprising as to “How can the rate hikes help 

contain inflation without hurting growth?” 

 We revise our terminal rate expectation to 5.75-6.0%: Moreover, the RBI’s 

monetary policy statement, unlike our expectations, did not sound dovish at all. 

There was neither a change in stance nor a relief in the RBI Governor’s 

statement repudiating chances of a possible pause in rate hikes. It is, therefore, 

likely that the terminal rate in this hike cycle might be 5.75-6.0%, higher than 

our earlier expectation of 5.5%. 
 

Exhibit 3: Inflation forecast for FY23 retained at 6.7% YoY…  

 

 

Exhibit 4: …and real GDP growth too unchanged at 7.2% YoY  

 

Source: RBI, MOFSL 
  

https://rbidocs.rbi.org.in/rdocs/Publications/PDFs/SPF761E517BA3F570469A9993BD701EC15ED0.PDF
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